EIN: I
Key District: Atlanta

APR 6 1994

Dear Applicant:

We have considered your application for recognition of
exemption from federal income tax under section 501(c) (3) of the
Internal Revenue Code. We have determined that you do not
qualify for exemption under that section of tha Code. Our
reasons for this conclusion and the facts upon which it is based

are explained below. '

The information submitted indicates you were incorporated on
- You submitted an application for recognition of
exemption under section 501(c)(7) of the Code on
but failed to establish exemption under that section. On
, you submitted Form 1023, an application for
recognition of exemption under section 501(c)(3) of the Code.

’

The purpose stated in your initial Articles of Incorporation
is -

»+.to promote the educaticial and artistic talent of
young women in IS, BN and B Counties.
This aim shall be accomplished by annually organizing,
producing, and promoting eventual winners. i3,

You amended your Articles of Incorporation on NN
B, to restate your purposes as:

.+..exclusively for charitable, religious, educational
and scientific purposes, including for such purposes,
the making of distributions to organizations that
qualify as exempt organizations under section 501(c) (3)
of the Internal Revenue Code...

You indicated in your submission that since N your sgole
activity has bee al pageant known as the
. Until I, your
Pageant was part of the feeder system for the Miss America

Pageant. Your =ontract with
required that you abide by all the rules and




v emest

requlations set forth by the Miss America Pageant. The
Contestant Contracts requiraed all contestants to accept and abide
by these rules.,

Included in the Contestant Contract was a provision
ragarding a non-revocable scholarship to be awarded to the
winners of the pageant. To be eligible to win the scholarship, a .
contestant must first have participated fully in the pageant.
Full participation irior to the final selection of a winner
included participation in the contest including rehearsals and
final performances. It also included a series of events leading
up to final selection such as public appearances, television and
radio broadcasts, personal appearances, interviews, atill photos,
and video and audio tapes.

In a letter dated NI, vo oxplained the Internal
Revenue Service’s published position regarding organizations that
conduct beauty pageants. The Service position, affirmed by the
Tax Court in Migg Georais 8 palp Fund, In ommisgloner,
72 T.C. 267 (1979), is that such organizations are not described
in section 501(c) (3) of the Code.

SCNOLA

In raipponse to our letter, you have submitted additional
information. You indicate that your contract with the NS
expired on the last day of
» and will not be renewed. You have revised your
procedures as follows:

a. Each contestant must £ill out and sign a Contestant
Contract to be eligible to win a scholarship.

b. Each contestant must fill out and sign a fact
sheet.

Cc. All of the contestants are requested to come to an
orientation.

d. All of the contestants are asked to come to Tf
approximately 4 pageant rehearsals where they practice
a routine which they perform together at the finals.
They are also taught stage presence and the order of
competition for finals.

The Contestant Contract that you will use contains the
following terms and conditions:

"In consideration of my admission as a contestant in the
forthcoming Pageant, including my right to compete. for, and if
successful, to participate in the grant of scholarships, I do
hereby agree as follows: - DD

l. I agree to participate in the series of eve té cee
leading up to the final selection of "d el
ﬂ which event will commence on a date to be |




-

determined by the Pageant, and to abide by, and be
bound by these rules and regulations governing the ‘
Finals of the Pageant, and the awarding and supervision .
of scholarships. ‘ ‘ T :

2. I agree that the manner and method of conducting
the Finals of the Pageant shall be in the sole’ | r
discretion of the Pageant, and I further agree that the
time, method and manner of judging the Finals of the
Pageant and the award and supervision of the Pageant =
scholarships shall be within the sole discretion of the
Pageant, and that the decision of the persons
designated to judge the various events in any and all
matt;rs pertaining to the selection of the winner shall
be final. e Lo

3. I understand that sponsorship contributions will be
provided by certain companies to the Pageant, and I
agree that at no time during the period I hold the
title of will I endorse or
permit my name or eness to be used in connection
with the endorsement or advertisement of any product or
products competitive to any of the companies which make
sald sponsorship contributions except with the consent,
in writing, of the Pageant. SR

4. If I am selected NN :

a. I will serve as " "o
until my successor is selected or appointed.

b. I irrevocably constitute and appoint the
Pageant, commencing at the time I am crowned
until the time I relinquish that crown, as my <o
sole and exclusive agent, representative and -

attorney in fact, solely as it pertains to V,:“AL:
and the title ' " AEREPEN TR

¢. It is understood that I am and w111 ~‘f@T:i  o
remain an independent contractor with respect .

to my relationship with the Pageant and am = = .
not an employee thereof. - e

d. The Pageant shall have thejright’to ﬁfg
‘Choose and designate my chaperon and ... .
traveling companion, if-any,-during’the~yea;;

 commencing at the time I am crowned. . -




-

e. I agree that after the cornclusion of my
reign as "HIEENEEGEGEGEGEGEGEGN, 1 will
not make public appearances wearing my crown
nor will I make public appearances as "N
IIIIIIIIIIIIIIIIE!", a Former I
BN, ror the purpose of advertising or
endorsing any product, person or service
unless pre-approved by the Pageant. |

5. If any of the representations and warranties made
by me ... are false or if I am selected as ' |
B and engage in any of the acts or activities
involved in Paragraph 1 during the year of my reign or
I otherwise fail to conduct myself in a manner, which
in the opinion of the Pageant does not uphold and
maintain the dignity and honor of the title..., or if I
suffer any disability which in the sole and exclusive

judgment of the Pdgeant impairs my ability to perform
the duties expected of me as "H"; then
I understand and agree that the Pageant may, at its

exclusive option, terminate my right to participate in
the ... Pageant, as well as my right to the.title.,..

6. If I am selected as first, second, or third or
fourth runner-up to the title ... I agree to be =
available to succeed to ' " as

set forth herein, if for any reason the original "I
B ', or the prior runners-up are unable or '
ineligible to act ..." S

You.state further that the winner of the pageant, I
» Will promote herself and the County of I during

her reign by attending Chamber of Commerce functions such as
monthly meetings. She may also attend ribbon cuttings and
openings, ride a parade float, and carry on other activities. = -
designed to help build a well rounded person. These activities '
are voluntary and the scholarship funds are not dependant ‘upon. i
the winner taking part in any activities after the pageant. - .-

Since your inception, you have raised funds for this ... .. o
activity in several ways. Your sources of funds to date include -
the sale of ads in your Program book, pageant ticket sales,
contestant sponsorships, car washes, and a dance. - -The: .-
participants are not required to raise funds but: they and t
families are encouraged to participate in your fund-raising.

~activities. : R S B i i et

3

’ _v__,.”;Yoh_havé:indidétéd that:in'the’futﬁré'YOﬁ plﬁhgﬁé ra
L T:updsQfo::your schola:ships th:ough~the,cpnductfof;abB ng




-

You have not commenced this activity but 1nd1cate that’ a blngo
game will be conducted weekly. Based on your increased income _
from this source, you state that you will be able to increase the
number and amount of scholarships and grants awarded.‘,~ :

Sectlon 501(c) (3) of the Internal Revenue cOde prov1des for
the exemptlon from federal income tax of organizations which are
organized and operated exclusively for charitable purposes, no
part of the net earnings of which inures to the beneflt of any
private shareholder or individual. . :

Section 1. 501(c)(3)-1(a)(1) of the Income Tax Regulatlons
provides that an organization must be both organized and operated
exclusively for one or more of the purposes specified in section
501 (c) (3) of the Code in order to be exempt as an- organlzatlon
described in such section. A v

Section 1 501(c)(3)—1(c;(1) of the requlatlons prov1des that ’
an organization will be regarded as "operated exclusively" for -
one or more exempt purposes only if it is engaged primarily in
activities: which accompllsh one or more of such exempt purposes
specified in section 501(c)(3) An organization will not be so
regarded if more than an insubstantial’ part of 1ts act1v1t1es ls‘
not in furtherance of an exempt purpose.v_ . PR s

Sectlon 1 501(c)(3)-1(d)(11) of the regulatlons states that :
an organization is not organized or operated for one or more .
exempt purposes unless it serves a public rather than a private -
interest. Accordlngly, it is: necessary for an organlzatlon to
estaplish that it is not organized or operated for the. benefit of
private interests such as de51gnated 1nd1v1duals, the ‘creator,
shareholders, or persons control!ed dlrectly or 1nd1:ect1y, by
such private 1nterests. '

Sect10n»117(a) of the Code prov1des, 1n relevant part that o
gross income does not include any amount received as a. qualified’ S
~ scholarship. - Section 117(c) imposes a limitation thereon,¢;4<,.h»~-'7*’"
however, and speclfles that the exclusion for: "quallfled
scholarshlps" shall not apply to that portion of any. amount
received which represents payment for teachlng,_research “or
other services by the student required as a condltlon for
rece1v1ng the quallfled scholarshlp._ ‘ L By

Sectlon 1 117 3(a) of- the Income Tax Regulatlon ideflne the
- term "scholarshlp" to: generally mean an amount paid or: allowed
-;lto, or for the beneflt of a student pursulng h1 ‘st

S Section 1 117-4(0)(1) of the regulatlons prov1 es
N,amount paid-or allowed to, or on: behalf of an 7individual




-

enable him to pursue studies or research shall not be considered
to be amounts received as a scholarship grant under section 117
if such amount represents either compensation for past, present,
or future employment services or represents payment for services
which are subject to the direction or supervision of the grantor.

In accordance with the principles states above, Rev. Rul.
66-103, 1966-1 C.B. 134, ruled that an organization whose primary
activity is to provide awards and grants, including scholarship
and fellowship grants to needy individuals who would otherwise .
not be able to pursue their studies for lack of funds and with no
monetary benefits to the donor organization, qualifies for v
exemption under section 501(c) (3) of the Code. The organization
is primarily engaged in the charitable activity of providing
relief of the poor. ‘ . .

Similarly, Rev. Rul. 69~257, 1969-1 C.B. 151, states that an
organization providirng'scholarships selected from a broad class
of applicants, on the basis of scholastic standing, qualifies for
exemption under section 501(c)(3) of the Code. The organization

advances education as that term is used in the statute.

- However, Rev. Rul. 68-20, 1968-1 C.B. 55, states that under
section 117 of the Code, a scholarship is includable in the gross
income of a beauty pageant winner as compensation for ’
participating in the contest, playing a leading role in the
televised pageant, and performing subsequent services for, or at
the direction of, the sponsoring corporation. This ruling is. -
supported by a Supreme Court interpretation of section 117. 1In
Bingler v. Johnson, 394 U.S. 741, 751 (1969), the Supreme Court
stated that to be excluded from gross income under section 117 of
the Code, a scholarship must be "relatively disinterested, no
strings educational grants, with no requirements of any
substantial quid pro quo from the recipients." . =

Miss Georgia Scholarship Fund, Inc. V. commissioner, supra,
involved an organization formed for the purpose of giving = -«
scholarships to contestants in the Miss Georgia Pageant. The
participants were required, as a condition for qualifying for .
scholarships, to enter into a contract that obligated them to
participate in the local pageant. In the event they were ' . '
selected to participate in the Miss America Pageant; they were
also obligated to abide by the rules and regulations of that:
- contest, including participation in public appearances and the .
- like. ~The scholarships were unavailable to those: contesta ;
failgd;tO]éxecute,the,cOntestantlsjCOntraCt;_gThegTa'jqdu,
- stated that the principal issue in its decision:was: whe her th
. purported "scholarships" were described in section 117 or sect
*%;;74jof‘the;cbde,{br’Were“compensatory?in*napure:i The 'Co




'ﬁﬁand future services by the contestants. These services nclude

E 7fA'reement and for enterlng, partic1pat1ng 1n, and winn

-

that the scholarships being offered were, in fact, compensatory
in nature, i.e. payments for the contestant’s agreement to
perform the requirements of the contestant’s contract, and not
scholarships within the meanlng of section 117. Further, the
Court held the organization was not exempt under section

501(c) (3) of the Code because it was operated primarily for the
purpose of prov1d1ng compensatory payments to contestants in the
pageants.

Better Business Bureau v. United States, 316 U.S. 279
(1945), holds that the existence of a single non-exempt purpose,
if substantial in nature, will destroy the exemption under
section 501(c) (3). The Court stated that while some of the
organization’s activities were educational, a substantial purpose
of the organization was to promote bu51ness, thus, the. :
organlzatlon was not operated exc1u51ve1y for educational
purposes. : . R . :

You represent that the payments you make to w1nn1ng
contestants are scholarshlps. However, this issue has been
previously litigated in Miss Georgia Scholarship Fund- Inc.,
supra. Although you have severed your ties with the Miss America
Pageant, you continue to operate in a manner s1m11ar to the
organization described in that case. :

The lnformatlon you submltted indicates that an . 1nd1v1dual
is required to execute a Contestant’s Agreement before entering -
the pageant. The Agreement requires prospectlve contestants to
provide warranties and representations including her agreement to
perform certain services and to refrain from certain activities
in order to be accepted in the pageant and to be ellglble to
receive a scholarshlp. One such activity, for example, is
contained in paragraph 3 of the Contestant’s Agreement.:. A
contestant is required to refrain from endorsement or ‘
advertisement’ of any product competitive to the products of any
of the major sponsors of scholarship funds. A scholarship, once
won, is not revocable in the event a Contestant breaches the ;
contract. However, no contestant can win a scholarshlp w1thout
first executing the Agreement and complylng w1th many of 1ts L
terms. , E

In light of the terms of the Contestant's Agreement and the;ﬁ:"
provisions therein- respectlng personal service. obllgatlons on thej'
part of the’ contestants. ‘and selectees, ‘we conclude that the
‘"scholarshlps". warded are: ‘clearly payments for: past, present

ﬁpartlclpatlon in the: pageant.; Your "scholarshlp" award‘
--the nature of" compensatlon for executiny the cOntestant'



"°rfls incorrect. To protest, you should submit a statement of

-

title in your pageant. Therefore, such awards are not .
scholarships within the meaning of section 117 of the Code.

Because one of your substantial purposes. is prov1d1ng
compensatory payments to contestants in the pageant, you are not
operated exclusively for one or more exempt purposes specifled in
section 501(c)(3) of the Code. Furthermore, by engaging
primarily in the act1V1ty of providing coupensation to
contestants who are obligated to perform certain services for
your organization, you are serving private rather than public
interests. Therefore, we conclude that you are not operated o
exclusively for one or more exempt purposes within the meaning of
section 501(c) (3) of the Code and section 1. 501(c)(3)-1(d)(1)(1)
of the regulations. Except for your nonforfeiture of
"scholarshlps," we find you to be analogous to the organlzatlon

in Miss Georgia Scholarship Fund, Inc., supra, which was

determined not to quallfy for exemptlon under sectlon 501(c)(3)

You are distinguishable from the organlzatlons described in
Rev. Ruls. 66-103 and 69-257. The scholarshlp awards prov1ded by
these organizations were based on criteria designed to accompllsh__
charitable purposes. 1In Rev. Rul. 66-103, exemptlon was -based on
the fact that the awards were glven to needy individuals. '
Financial need is not a factor in your selection process. In
Rev. Rul. 69-257, the basis for granting the scholarships was -
scholastic achlevement Scholastic ability does not appear to. be
a factor in your selection process. You are operating a program o
that is similar to the program described in Rev. Rul. 68-20..° ‘The
scholarshlp described therein was determined to be 1nc1udab1e in
the gross income of the winner as compensation for partlclpatlng
in the contest. Such compensatory awards serve prlvate purposes.’

In conclu51on, we find that you do not quallfy £0: €
under sectlon 501(c) (3) of the Code. You are required®
federal income tax returns on Form 1120. A scholarshlp or”

. fellowship grant that represents payment for: services under
section 117(c) is considered "wages" for purposes of eect:l.on L
3401(a).  Additionally, the grantor of such ‘amounts is subject to B
- certain filing requirements respectlng wages. See Notlce 87-31, '
1987-1 C.B. 475, a copy of whlch is- enclosed.: v

, Contrlbutlons to you are not deductlble under sectlon 170 off».v
» ythe Code.; : : o

You have the rlght to protest thrs rullng 1f you.b lie
]v1ews, ‘with a full. explanatlon of your reasonlng.faThls

'1statement 51gned by one.of your: offlcers, must b;jsub tt
ithin 30 days from the date of thls letter.;,ﬂ'_;;_



-

right to a conference in this office after your statement is REe
submitted. You must request the conference, if you want-one, -
when you file your protest statement. If you are to be’ TR
represented by someone who is not one of your officers, that "

person will need to file a proper power of attorney and otherw1seifjn”

qualify under our Conference and Practices Requlrements.;

If you do not protest thls proposed rullng in a tlmely .
manner, it will be considered by the Internal- Revenue Service as
a failure to exhaust available administrative remedies. Sectlon;
7428(b)(2) of the Code provides, in part, that'a declaratory ‘
judgment or decree under this section shall not be issued in. anyr
proceeding unless the Tax Court, the U.S. Court of Federal- B
Claims, or the District Court of the United States for the:
District of Columbia determines that the organlzatlon involved =
has exhausted administrative remedles avallable to it w1th1n the
Internal Revenue Serv1ce. '

If we do not ‘hear from you within 30 days, this: rullng w111
become final and copies will be forwarded to your key Dlstrlct
Director. Thereafter, any questions about your federal income. tax :
status should be addressed to that office.. 'The appropriate State

officials will be notlfled of this action in accordance Wlth Code_c:.

section 6104 (c) .

_ You w111 expedlte our recelpt of your reply by us;ng the
following address on the envelope:: :

Internal Revenue Service-
‘1111 Constitution Avenue
Washington, D.C. 20224
Attn:

Sincerely yours, -

Chlef, Exempt" Organlzat
Rullngs Branch_4 '

o's

Enclosure--’ .
Notlce 87-31'




